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STATEMENT OF FINANCIAL POSITION 
FOR THE YEAR ENDED 30 JUNE 2010 


Assets 

Current Assets 

Trade and other receivables from exchange 
VAT receivable 
Consumer debtors 
Investments 

Cash and cash equivalents 


Non-Current Assets 

Investment property 
Property, plant and equipment 
Intangible assets 
Assets in construction 


Total Assets 

Liabilities 
Current Liabilities 

Finance lease obligation 

Trade and other payables from exchange 

Unspent conditional grants and receipts 


Non-Current Liabilities 

Finance lease obligation 
Provisions 


7 

905,660 

1,226,921 

8 

3,983,904 

1,752,753 

9 

6,921,314 

1,690,297 

6 

27,995,437 

41,939,718 

10 

556,090 

2,980,156 


40,362,405 

49,589,845 


2 

4,526,989 

4,557,155 

3 

88,537,041 

49,615,340 

4 

325,057 

611,786 

5 

37,828,061 

45,201,407 


131,217,148 

99,985,688 


171,579,553 

149,575,533 


11 

- 

81,576 

14 

3,271,732 


12 

26,822,374 

41,746,705 


30,094,1 06 

50,357,117 


1 1 

- 

45,375 

13 

1,105,097 

1,033,767 


1,105,097 1,079,142 




Total Liabilities 


31,199,203 51,436,259 


Net Assets 


140,380,350 98,139,274 
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STATEMENT OF FINANCIAL PERFORMANCE 
FOR THE YEAR ENDED 30 JUNE 2010 


<s> 




2010 

2009 


Note(s) 



Revenue 




Property rates 


9,411,609 

1,769,494 

Service charges 


1,1 19,420 

1,177,488 

Rental of facilities and equipment 


384,540 

262,588 

Interest received (trading) 


566,031 

675,318 

Government grants & subsidies 

15 

102,062,089 

95,706,877 

Motor vehicle licences 


314,731 

222,361 

Miscellaneous other revenue 


517,499 

1,004,746 

Recoveries 


- 

158,851 

Other income 


94,605 

- 

Sundry income 


1,000 

- 

Interest received - investment 


2,542,914 

743,396 

Total Revenue 


117,014,438 

101,721,119 


Expenditure 




Personnel 

18 

(19,313,843) 

(17,368,495) 

Remuneration of councillors 

19 

(7,545,288) 

(6,931,983) 

Administration 


(312,374) 

(101,492) 

Depreciation and amortisation 

20 

(7,814,479) 

(4,040,865) 

Finance costs 

21 

(83,228) 

(22,764) 

Repairs and maintenance 


(1,610,262) 

(2,735,197) 

General Expenses 

16 

(32,452,345) 

(35,689,547) 

Total Expenditure 


(69,131,819) 

(66,890,343) 

Gain or loss on disposal of assets and 
liabilities 


40,557 

991,842 

Surplus for the year 


47,923,1 76 

35,822,618 
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STATEMENT OF CHANGES IN NET ASSETS 
FOR THE YEAR ENDED 30 JUNE 2010 



Capitalisation 

reserve 

Accumulated 

surplus 

Total net 
assets 

Balance at 01 July 2008 

Changes in net assets 

- 

64,238,874 

64,238,874 

Net surplus for the year 

- 

35,822,617 

35,822,617 

Prior year adjustments (Refer to note 23) 

- 

1,289,960 

1,289,960 

Write off accounts with no movements 

- 

1,717,071 

1,717,071 

Total changes 

- 

38,829,648 

38,829,648 

Opening balance as previously reported 

- 

103,068,522 

103,068,522 

Restatement of unspent grant and housing 

- 

(5,055,930) 

(5,055,930) 

Restatement of landfill provision 

- 

126,682 

126,682 

Balance at 01 July 2009 as restated 

Changes in net assets 

- 

98,139,274 

98,139,274 

Expenditure recorded in the incorrect 

- 

(4,336,034) 

(4,336,034) 

Credit notes processed relating to prior 

- 

(837,689) 

(837,689) 

Write off of accounts with no movement 

- 

(460,932) 

(460,932) 

Net profit for the year 

- 

47,923,176 

47,923,176 

Accrual adjustments 

- 

5,488 

5,488 

Amortisation on prior year Intangible 

- 

(52,933) 

(52,933) 

Total changes 

- 

42,241,076 

42,241,076 

Balance at 30 June 2010 


140,380,350 

140,380,350 
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CASH FLOW STATEMENT 

FOR THE YEAR ENDED 30 JUNE 2010 


Note(s) 2010 

2009 

Cash flows from operating activities 

Receipts 

Sale of goods and services 97,768,383 

Interest income 2,542,914 

51,888,301 

743,396 

100,311,297 

52,631,697 

Payments 

Suppliers (78,556,300) 

Finance costs (83,228) 

(78,639,528) 

(1 1,515,558) 

(22,764) 

(1 1,538,322) 

Net cash flows from operating activities 22 21,671,769 

Cash flows from investing activities 

41,093,375 

Purchase of property, plant and equipment 3 (45,307,396) 

Sale of property, plant and equipment 3 75,001 

Purchase of other intangible assets 4 (54,116) 

(12,445,775) 

669,098 

Purchase of assets in construction 

PPE adjustments - Prior year 7,373,346 

Movements in investments 13,944,281 

(31,213,548) 

39,006 

4,996,105 

Net cash flows from investing activities (23,968,884) 

Cash flows from financing activities 

(37,955,114) 

Finance lease payments (126,951) 

(70,710) 

Net increase/(clecrease) in cash and cash (2,424,066) 

equivaients 

3,067,551 

Cash and cash equivalents at the beginning of the 2,980,1 56 

year 

(87,395) 

Cash and cash equivaients at the end of the 10 556,090 

year 

2,980,1 56 
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ACCOUNTING POLICIES 
FOR THE YEAR ENDED 30 JUNE 2010 


1. Presentation of Annual Financial Statements 

The annual financial statements have been prepared in accordance with the effective Standards of Generally 
Recognised Accounting Practice (GRAP) including any interpretations, guidelines and directives issued by the 
Accounting Standards Board. 

These annual financial statements have been prepared on an accrual basis of accounting and are in 
accordance with historical cost convention unless specified otherwise. They are presented in South African 
Rand. 

These accounting policies are consistent with the previous period, except for the changes set out in note 
Changes in accounting policy 

1.1 Investment property 

Investment property is property (land or a building - or part of a building - or both) held to earn rentals or for 
capital appreciation or both, rather than for: 


• use in the production or supply of goods or services or for 

• administrative purposes, or 

• sale in the ordinary course of operations. 

Owner-occupied property is property held for use in the production or supply of goods or services or for 
administrative purposes. 

Investment property is recognised as an asset when, and only when, it is probable that the future economic 
benefits that are associated with the investment property will flow to the municipality, and the cost of the 
investment property can be measured reliably. 

Investment property is initially recognised at cost. Transaction costs are included in the initial measurement. 
Costs include costs incurred initially and costs incurred subsequently to add to, or to replace a part of, or 
service a property. If a replacement part is recognised in the carrying amount of the investment property, the 
carrying amount of the replaced part is derecognised. 

Cost model 

Investment property is carried at cost less any accumulated impairment losses. 

Depreciation is provided to write down the cost, less estimated residual value over the useful life of the 
property, which is as follows: 

Item Useful life 

Property - buildings 30 years 

Investment property is derecognised on disposal or when the investment property is permanently withdrawn 
from use and no future economic benefits or service potential are expected from its disposal. 

Gains or losses arising from the retirement or disposal of investment property is the difference between the 
net disposal proceeds and the carrying amount of the asset and is recognised in surplus or deficit in the 
period of retirement or disposal. 

Compensation from third parties for investment property that was impaired, lost or given up is recognised in 
surplus or deficit when the compensation becomes receivable. 
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Transitional provision 

The municipality changed its accounting policy for investment property in 2009. The change in accounting policy 
was made in accordance with its transitional provision as per Directive 4 of the GRAP Reporting Framework. 
According to the transitional provision, the municipality is not required to measure investment property for reporting 
periods beginning on or after a date within three years following the date of initial adoption of the Standard of 
GRAP on Investment property. Investment property has accordingly been recognised at provisional amounts, as 
disclosed in 2. The transitional provision expires on 30 June 201 1 . 

Until such time as the measurement period expires and investment property is recognised and measured in 
accordance with the requirements of the Standard of GRAP on Investment property, the municipality need not 
comply with the Standards of GRAP on: 


• Presentation of Financial Statements (GRAP 1), 

• The Effects of Changes in Foreign Exchange Transactions (GRAP 4), 

• Leases (GRAP 1 3), 

• Segment Reporting (GRAP 18), 

• Non-current Assets Held for Sale and Discontinued Operations (GRAP 100) 

The exemption from applying the measurement requirements of the Standard of GRAP on Investment property 
implies that any associated presentation and disclosure requirements need not be complied with for investment 
property not measured in accordance with the requirements of the Standard of GRAP on Investment property. 

1.2 Property, plant and equipment 

Property, plant and equipment are tangible non-current assets (including infrastructure assets) that are held for use 
in the production or supply of goods or services, rental to others, or for administrative purposes, and are expected 
to be used during more than one period. 

Property, plant and equipment is initially measured at cost. 

The cost of an item of property, plant and equipment is the purchase price and other costs attributable to bring 
the asset to the location and condition necessary for it to be capable of operating in the manner intended by 
management. Trade discounts and rebates are deducted in arriving at the cost. 

Where an asset is acquired at no cost, or for a nominal cost, its cost is its fair value as at date of acquisition. 

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary 
assets, or a combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value 
(the cost). If the acquired item's fair value was not determinable, it's deemed cost is the carrying amount of the 
asset(s) given up. 

When significant components of an item of property, plant and equipment have different useful lives, they are 
accounted for as separate items (major components) of property, plant and equipment. 

Costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs 
incurred subsequently to add to, replace part of, or service it. If a replacement cost is recognised in the carrying 
amount of an item of property, plant and equipment, the carrying amount of the replaced part is derecognised. 

The initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located is 
also included in the cost of property, plant and equipment, where the entity is obligated to incur such expenditure, 
and where the obligation arises as a result of acquiring the asset or using it for purposes other than the production 
of inventories. 

Recognition of costs in the carrying amount of an item of property, plant and equipment ceases when the item is 
in the location and condition necessary for it to be capable of operating in the manner intended by management. 
Major spare parts and stand by equipment which are expected to be used for more than one period are included 
in property, plant and equipment. In addition, spare parts and stand by equipment which can only be used in 
connection with an item of property, plant and equipment are accounted for as property, plant and equipment. 

Major inspection costs which are a condition of continuing use of an item of property, plant and equipment and 
which meet the recognition criteria above are included as a replacement in the cost of the item of property, plant 
and equipment. Any remaining inspection costs from the previous inspection are derecognised. 
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Property, plant and equipment is carried at cost less accumulated depreciation and any impairment losses. 


Property, plant and equipment are depreciated on the straight line basis over their expected useful lives to their 
estimated residual value. 

The useful lives of items of property, plant and equipment have been assessed as follows: 


Item 

Infrastructure 


Average useful life 


Roads and paving 

• 

30 years 

Pedestrian Malls 

• 

30 years 

Electricity 

• 

0-30 years 

Community 



Buildings 

• 

30 years 

Recreational facilities 

• 

20-30 years 

Security 

• 

5 years 

Other property, plant and equipment 



Buildings 

• 

30 years 

Specialist vehicles 

• 

1 0 years 

Other vehicles 

• 

5 years 

Office equipment 

• 

3-7 years 

Furniture and fittings 

• 

7-10 years 


The residual value, and the useful life and depreciation method of each asset are reviewed at the end of each 
reporting date. If the expectations differ from previous estimates, the change is accounted for as a change in 
accounting estimate. 

Each part of an item of property, plant and equipment with a cost that is significant in relation to the total cost of 
the item is depreciated separately. 

The depreciation charge for each period is recognised in surplus or deficit unless it is included in the carrying 
amount of another asset. 


Items of property, plant and equipment are derecognised when the asset is disposed of or when there are no further 
economic benefits or service potential expected from the use of the asset. 

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus 
or deficit when the item is derecognised. The gain or loss arising from the derecognition of an item of property, 
plant and equipment is determined as the difference between the net disposal proceeds, if any, and the carrying 
amount of the item. 

Assets which the municipality holds for rentals to others and subsequently routinely sell as part of the ordinary course 
of activities, are transferred to inventories when the rentals end and the assets are "available-for-sale". These assets 
are not accounted for as non-current assets held for sale. Proceeds from sales of these assets are recognised as 
revenue. All cash flows on these assets are included in cash flows from operating activities in the cash flow statement 

Transitional provision 

The municipality changed its accounting policy for property, plant and equipment in 2009. The change in accounting 
policy was made in accordance with its transitional provision as per Directive 4 of the GRAP Reporting Framework. 
According to the transitional provision, the municipality is not required to measure property, plant and equipment 
for reporting periods beginning on or after a date within three years following the date of initial adoption of 
the Standard of GRAP on Property, plant and equipment. Property, plant and equipment has accordingly been 
recognised at provisional amounts, as disclosed in 3. The transitional provision expires on 30 June 201 1 . 

Until such time as the measurement period expires and property, plant and equipment is recognised and measured 
in accordance with the requirements of the Standard of GRAP on Property, plant and equipment, the municipality 
need not comply with the Standards of GRAP on: 


Presentation of Financial Statements (GRAP 1 ), 

The Effects of Changes in Foreign Exchange Transactions (GRAP 4), 
Leases (GRAP 1 3), 

Segment Reporting (GRAP 18), 
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• Non-current Assets Held for Sole and Discontinued Operations (GRAP 100) 

The exemption from applying the measurement requirements of the Standard of GRAP on Property, plant and 
equipment implies that any associated presentation and disclosure requirements need not be complied with for 
property, plant and equipment not measured in accordance with the requirements of the Standard of GRAP on 
Property, plant and equipment. 

1.3 Intangible assets 

An asset is identified as an intangible asset when it: 

• is capable of being separated or divided from an entity and sold, transferred, licensed, rented or exchanged, 
either individually or together with a related contract, assets or liability; or 

• arises from contractual rights or other legal rights, regardless whether those rights are transferable or 
separate from the municipality or from other rights and obligations. 

An intangible asset is recognised when: 

• it is probable that the expected future economic benefits that are attributable to the asset will flow to the 
entity; and 

• the cost of the asset can be measured reliably. 

Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is 
incurred. 

An intangible asset arising from development (or from the development phase of an internal project) is recognised 
when: 

• it is technically feasible to complete the asset so that it will be available for use or sale. 

• there is an intention to complete and use or sell it. 

• there is an ability to use or sell it. 

• it will generate probable future economic benefits. 

• there are available technical, financial and other resources to complete the development and to use or sell 
the asset. 

• the expenditure attributable to the asset during its development can be measured reliably. 

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses. 

An intangible asset is regarded as having an indefinite useful life when, based on all relevant factors, there is no 
foreseeable limit to the period over which the asset is expected to generate net cash inflows. Amortisation is not 
provided for these property, plant and equipment. For all other intangible assets amortisation is provided on a 
straight line basis over their useful life. 

The amortisation period and the amortisation method for intangible assets are reviewed every period-end. 

Reassessing the useful life of an intangible asset with a definite useful life after it was classified as indefinite is an 
indicator that the asset may be impaired. As a result the asset is tested for impairment and the remaining carrying 
amount is amortised over its useful life. 

Internally generated brands, mastheads, publishing titles, customer lists and items similar in substance are not 
recognised as intangible assets. 

Item Useful life 

Computer software, other 3 . 5 years 

Intangible assets are derecognised: 

• on disposal; or 

• when no future economic benefits or service potential are expected from its use or disposal. 

The gain or loss is the difference between the net disposal proceeds, if any, and the carrying amount. It is recognised 
in surplus or deficit when the asset is derecognised. 
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Transitional provision 

The municipality changed its accounting policy for intangible assets in 2009. The change in accounting policy 
was made in accordance with its transitional provision as per Directive 4 of the GRAP Reporting Framework. 

According to the transitional provision, the municipality is not required to measure intangible assets for 
reporting periods beginning on or after a date within three years following the date of initial adoption of the 
Standard of GRAP on Intangible assets. Intangible Assets has accordingly been recognised at provisional 
amounts, as disclosed in 4. The transitional provision expires on 30 June 201 1 . 

Until such time as the measurement period expires and intangible assets is recognised and measured in 
accordance with the requirements of the Standard of GRAP on Intangible assets, the municipality need not 
comply with the Standards of GRAP on: 


• Presentation of Financial Statements (GRAP 1), 

• The Effects of Changes in Foreign Exchange Transactions (GRAP 4), 

• Leases (GRAP 1 3), 

• Segment Reporting (GRAP 18), 

• Non-current Assets Held for Sale and Discontinued Operations (GRAP 100) 

The exemption from applying the measurement requirements of the Standard of GRAP on Intangible assets 
implies that any associated presentation and disclosure requirements need not be complied with for intangible 
assets not measured in accordance with the requirements of the Standard of GRAP on Intangible assets. 

1.4 Financial instruments 
Trade and other receivables 

Trade receivables are measured at initial recognition atfairvalue, and are subsequently measured at amortised 
cost using the effective interest rate method. Appropriate allowances for estimated irrecoverable amounts are 
recognised in surplus or deficit when there is objective evidence that the asset is impaired. Significant financial 
difficulties of the debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and 
default or delinquency in payments (more than 30 days overdue) are considered indicators that the trade 
receivable is impaired. The allowance recognised is measured as the difference between the asset's carrying 
amount and the present value of estimated future cash flows discounted at the effective interest rate computed 
at initial recognition. 

The carrying amount of the asset is reduced through the use of an allowance account, and the amount of 
the deficit is recognised in the statement of financial performance within operating expenses. When a trade 
receivable is uncollected, it is written off against the allowance account for trade receivables. Subsequent 
recoveries of amounts previously written off are credited against operating expenses in the statement of 
financial performance. 

Trade and other payables 

Trade payables are initially measured at fair value, and are subsequently measured at amortised cost, using 
the effective interest rate method. 

Cash and cash equivalents 

Cash and cash equivalents comprise cash on hand and demand deposits, and other short-term highly liquid 
investments that are readily convertible to a known amount of cash and are subject to an insignificant risk of 
changes in value. These are initially and subsequently recorded at fair value. 

Bank overdraft and borrowings 

Borrowings are initially measured at fair value, and are subsequently measured at amortised cost, using 
the effective interest rate method. Any difference between the proceeds (net of transaction costs) and the 
settlement or redemption of borrowings is recognised over the term of the borrowings in accordance with the 
municipality's accounting policy for borrowing costs. 

Other financial liabilities are measured initially at fair value and subsequently at amortised cost, using the 
effective interest rate method. 


Umzimkhulu Municipality Annual Repart 2009/10 


45 



Financial assets at fair value through profit or loss 

Investments are recognised and derecognised on a trade date basis where the purchase or sale of an 
investment is under a contract whose terms require delivery of the investment within the timeframe established 
by the market concerned. 

Investments are measured initially and subsequently at fair value, gains and losses arising from changes in 
fair value are included in surplus or deficit for the period. 

1 .5 Leases 

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to 
ownership. A lease is classified as an operating lease if it does not transfer substantially all the risks and 
rewards incidental to ownership. 

Finance leases - lessor 

The municipality recognises finance lease receivables on the statement of financial position. 

Finance income is recognised based on a pattern reflecting a constant periodic rate of return on the 
municipality's net investment in the finance lease. 

Finance leases - lessee 

Finance leases are recognised as assets and liabilities in the statement of financial position at amounts 
equal to the fair value of the leased property or, if lower, the present value of the minimum lease payments. 
The corresponding liability to the lessor is included in the statement of financial position as a finance lease 
obligation. The discount rate used in calculating the present value of the minimum lease payments is the 
interest rate implicit in the lease. 

The lease payments are apportioned between the finance charge and reduction of the outstanding liability. 
The finance charge is allocated to each period during the lease term so as to produce a constant periodic 
rate of on the remaining balance of the liability. 

Operating leases - lessor 

Operating lease income is recognised as an income on a straight-line basis over the lease term. 

Initial direct costs incurred in negotiating and arranging operating leases are added to the carrying amount 
of the leased asset and recognised as an expense over the lease term on the same basis as the lease income. 
Income for leases is disclosed under revenue in the statement of financial performance. 

Operating leases - lessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The 
difference between the amounts recognised as an expense and the contractual payments are recognised as 
an operating lease asset. This liability is not discounted. 

Any contingent rents are expensed in the period they are incurred. 

1.6 Impairment of cash-generating assets 

Cash-generating assets are those assets held by the municipality with the primary objective of generating a 
commercial return. When an asset is deployed in a manner consistent with that adopted by a profit-orientated 
entity, it generates a commercial return. 

Impairment is a loss in the future economic benefits or service potential of an asset, over and above 
the systematic recognition of the loss of the asset's future economic benefits or service potential through 
depreciation (amortisation). 

Carrying amount is the amount at which an asset is recognised in the statement of financial position after 
deducting any accumulated depreciation and accumulated impairment losses thereon. 

A cash-generating unit is the smallest identifiable group of assets held with the primary objective of generating 
a commercial return that generates cash inflows from continuing use that are largely independent of the cash 
inflows from other assets or groups of assets. 
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Costs of disposal are incremental costs directly attributable to the disposal of an asset, excluding finance costs 
and income tax expense. 

Depreciation (Amortisation) is the systematic allocation of the depreciable amount of an asset over its useful 
life. 

Fair value less costs to sell is the amount obtainable from the sale of an asset in an arm's length transaction 
between knowledgeable, willing parties, less the costs of disposal. 

Recoverable amount of an asset or a cash-generating unit is the higher its fair value less costs to sell and its 
value in use. 

Useful life is either: 

• (a) the period of time over which an asset is expected to be used by the municipality; or 

• (b) the number of production or similar units expected to be obtained from the asset by the municipality. 

Identification 

When the carrying amount of a cash-generating asset exceeds its recoverable amount, it is impaired. 

The municipality assesses at each reporting date whether there is any indication that a cash-generating asset 
may be impaired. If any such indication exists, the municipality estimates the recoverable amount of the asset. 
Irrespective of whether there is any indication of impairment, the municipality also test a cash-generating 
intangible asset with an indefinite useful life or a cash-generating intangible asset not yet available for use 
for impairment annually by comparing its carrying amount with its recoverable amount. This impairment test 
is performed at the same time every year. If an intangible asset was initially recognised during the current 
reporting period, that intangible asset was tested for impairment before the end of the current reporting 
period. 

Recognition and measurement (individual asset) 

If the recoverable amount of a cash-generating asset is less than its carrying amount, the carrying amount of 
the asset is reduced to its recoverable amount. This reduction is an impairment loss. 

An impairment loss is recognised immediately in surplus or deficit. 

Any impairment loss of a revalued cash-generating asset is treated as a revaluation decrease. 

When the amount estimated for an impairment loss is greater than the carrying amount of the cash-generating 
asset to which it relates, the municipality recognises a liability only to the extent that is a requirement in the 
Standard of GRAP. 

After the recognition of an impairment loss, the depreciation (amortisation) charge for the cash-generating 
asset is adjusted in future periods to allocate the cash-generating asset's revised carrying amount, less its 
residual value (if any), on a systematic basis over its remaining useful life. 

Reversal of impairment loss 

The municipality assess at each reporting date whether there is any indication that an impairment loss 
recognised in prior periods for a cash-generating asset may no longer exist or may have decreased. If any 
such indication exists, the entity estimates the recoverable amount of that asset. 

An impairment loss recognised in prior periods for a cash-generating asset is reversed if there has been a 
change in the estimates used to determine the asset's recoverable amount since the last impairment loss 
was recognised. The carrying amount of the asset is increased to its recoverable amount. The increase is a 
reversal of an impairment loss. The increased carrying amount of an asset attributable to a reversal of an 
impairment loss does not exceed the carrying amount that would have been determined (net of depreciation 
or amortisation) had no impairment loss been recognised for the asset in prior periods. 

A reversal of an impairment loss for a cash-generating asset is recognised immediately in surplus or deficit. 
Any reversal of an impairment loss of a revalued cash-generating asset is treated as a revaluation increase. 
After a reversal of an impairment loss is recognised, the depreciation (amortisation) charge for the 
cash-generating asset is adjusted in future periods to allocate the cash-generating asset's revised carrying 
amount, less its residual value (if any), on a systematic basis over its remaining useful life. 
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A reversal of an impairment loss for a cash-generating unit is allocated to the cash-generating assets of the unit 
pro rata with the carrying amounts of those assets. These increases in carrying amounts are treated as reversals of 
impairment losses for individual assets. No part of the amount of such a reversal is allocated to a non-cash-generating 
asset contributing service potential to a cash-generating unit. 

In allocating a reversal of an impairment loss for a cash-generating unit, the carrying amount of an asset is not 
increased above the lower of: 

• its recoverable amount (if determinable); and 

• the carrying amount that would have been determined (net of amortisation or depreciation) had no 
impairment loss been recognised for the asset in prior periods. 

The amount of the reversal of the impairment loss that would otherwise have been allocated to the asset is allocated 
pro rata to the other assets of the unit. 

1.7 Employee benefits 

Retirement benefits 

Whilst employees and councillors are employed by the municipality, the municipality contributes to their medical 
aid and pension funds. On termination, resignation or retirement of employees and councillors the municpality no 
longer contributes to the medical aid and pension funds on their behalf and thus there are no post employment 
benefits. 


1.8 Provisions and contingencies 

Provisions are recognised when: 

• the municipality has a present obligation as a result of a past event; 

• it is probable that an outflow of resources embodying economic benefits or service potential will be required 
to settle the obligation; and 

• a reliable estimate can be made of the obligation. 

The amount of a provision is the best estimate of the expenditure expected to be required to settle the present 
obligation at the reporting date. 

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures 
expected to be required to settle the obligation. 

The discount rate is a pre-tax rate that reflects current market assessments of the time value of money and the risks 
specific to the liability. 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, 
the reimbursement is recognised when, and only when, it is virtually certain that reimbursement will be received if 
the municipality settles the obligation. The reimbursement is treated as a separate asset. The amount recognised for 
the reimbursement does not exceed the amount of the provision. 

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. Provisions are 
reversed if it is no longer probable that an outflow of resources embodying economic benefits or service potential 
will be required, to settle the obligation. 

Where discounting is used, the carrying amount of a provision increases in each period to reflect the passage of 
time. This increase is recognised as an interest expense. 

A provision is used only for expenditures for which the provision was originally recognised. 

Provisions are not recognised for future operating deficits. 

If an entity has a contract that is onerous, the present obligation (net of recoveries) under the contract is recognised 
and measured as a provision. 
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